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A U D 



ITOR-GENERAL 
SOUTH AFRICA 

Report of the auditor-general to the North West provincial legislature 
and the council on the Mahikeng Local Municipality 

Report on the audit of the financial statements 


Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Mahikeng Local Municipality set out on 
pages xx to xx, which comprise of the statement of financial position as at 30 June 2018, the 
statement of financial performance, statement of changes in net assets, cash flow statement 
and the statement of comparison of budget and actual amounts for the year then ended, as 
well as the notes to the financial statements, including a summary of significant accounting 
policies. 

2. I do not express an opinion on the financial statements of the municipality. Because of the 
significance of the matters described in the basis for disclaimer of opinion section of my report, 

I have not been able to obtain sufficient appropriate audit evidence to provide a basis for an 
audit opinion on these financial statements. 

Basis for disclaimer of opinion 

Receivables from exchange transactions 

3. I was unable to obtain sufficient appropriate audit evidence for receivables from exchange 
transactions as the municipality did not have an adequate system of internal control and did 
not keep adequate records. I was unable to confirm these receivables by alternative means. 
Consequently, I was unable to determine whether any adjustment to receivables from 
exchange transactions of RIO 915 630 (2017: R7 400 895) as disclosed in note 8 to the 
financial statements was necessary. 

Property, plant and equipment 

4. I was unable to obtain sufficient appropriate audit evidence that all roads were accounted for 
as the municipality did not have adequate systems to identify and record the roads network. I 
was unable to confirm these assets by alternative means. Consequently, I was unable to 
determine whether any adjustment to the roads network assets of R630 364 555 (2017: 

R637 214 951) included in property, plant and equipment as disclosed in note 4 to the financial 
statements was necessary. 

Payables from exchange transactions 

5. I was unable to obtain sufficient appropriate audit evidence for payables from exchange 
transactions due to the absence of creditors’ reconciliations, payable listings and an 
unexplained difference between the general ledger and the financial statements emanating 
from the prior year. I was unable to confirm these payables by alternative means. 
Consequently, I was unable to determine whether any adjustment to payables from exchange 
transactions of R608 603 004 (2017: R411 620 492) as disclosed in note 16 to the financial 
statements was necessary. 

Value added tax (VAT) payable 

6. I was unable to obtain sufficient appropriate audit evidence for the VAT payable due to an 
unreconciled difference between the general ledger and the financial statements as well as the 
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incorrect VAT percentage being used in recording of expenditure transactions. I was unable to 
confirm the VAT payable by alternative means. Consequently, I was unable to determine 
whether any adjustment to the- VAT payable of R21 908 116 (2017: R22 273 290) as 
disclosed in note 17 to the financial statements was necessary. 

Cash and cash equivalents 

7. The municipality did not correctly record expenditure and revenue transactions as required by 
GRAP 1, Presentation of financial statements due to long outstanding reconciling items not 
cleared from the cash book to the correct financial statement line items. I was unable to 
determine the full extent of the misstatement on cash and cash equivalents of RIO 331 939 
and the bank overdraft of R34 487 402 disclosed in note 11 to the financial statements or any 
related impact on other financial statement items as it was impractical to do so. 

Service charges 

8. The municipality did not account for all revenue from water sales, refuse removal and 
sewerage charges in accordance with GRAP 9, Revenue from exchange transactions as the 
municipality did not maintain adequate records of the services rendered. I was unable to 
determine the full extent of the misstatement on service charges of R233 242 797 (2017: 

R169 585 407) as disclosed in note 20 to the financial statements, consumer debtors from 
exchange transactions of R234 557 455 (2017: R146 995 327) as disclosed in note 10 to the 
financial statements or the resultant impact on the deficit for the period and the accumulated 
surplus as it was impracticable to do so. 

Expenditure 

9. During 2017, the municipality did not correctly record expenditure as required by GRAP 1, 
Presentation of financial statements as the municipality did not have adequate systems to 
record expenditure for goods and services. Consequently, payables from exchange 
transactions was understated by R17 804 683, general expenses were understated by 

R8 600 085, contracted services were understated by R12 124 618, repairs and maintenance 
were overstated by R9 343 062, property, plant and equipment was understated by 
R6 906 009, lease rentals on operating leases was overstated by R3 062 136 and the VAT 
payable was understated by R2 579 169. Additionally, there was a resultant impact on the 
deficit for the period and the accumulated surplus. My opinion on the current period’s financial 
statements is also modified because of the possible effect of this matter on the comparability 
of the current period’s figures. 

Interest received (trading) 

10. During 2017,1 was unable to obtain sufficient appropriate audit evidence for interest on arrear 
debtors due to an unreconciled difference between the sub-ledger and the financial 
statements. Consequently, I was unable to determine whether any adjustment to revenue for 
interest received (trading) of R73 157 225 in the statement of financial performance and the 
related consumer debtors disclosed in note 10 to the financial statements were necessary. I 
was still unable to confirm this interest by alternate means. Consequently, my opinion on the 
current period’s financial statements is also modified because of the possible effect of this 
matter on the comparability of the current period’s figures. 

Accumulated surplus 

11.1 was unable to obtain sufficient appropriate audit evidence for adjustments to the accumulated 
surplus due to the lack of proper substantiating accounting records. I was unable to confirm 
these adjustments by alternative means. Consequently, I was unable to determine whether 
any adjustment relating to the accumulated surplus of R695 530 220 (2017: R836 970 059) in 
the financial statements was necessary. 
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Unauthorised expenditure 

12. I was unable to obtain sufficient appropriate audit evidence that management had properly 
disclosed unauthorised expenditure due to the municipality not having an adequate system to 
monitor and detect unauthorised expenditure. I was unable to confirm unauthorised 
expenditure by alternative means. Consequently, I was unable to determine whether any 
adjustment to unauthorised expenditure of R883 339 490 as disclosed in note 43 to the 
financial statements was necessary. 

Irregular expenditure 

13. Section 125 of the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA) requires the disclosure of irregular expenditure incurred. The municipality made 
payments in the current and previous years in contravention with the supply chain 
management (SCM) requirements that were not included in the irregular expenditure 
disclosed. As the municipality did not quantify the full extent of the irregular expenditure, it was 
impracticable to determine the resultant understatement of irregular expenditure of 

R828 826 509 as disclosed in note 45 to the financial statements. 

Prior period errors 

14. I was unable to obtain sufficient appropriate audit evidence for the prior-year adjustments to 
correct prior period errors, as the supporting information for these corrections was not 
provided. I was unable to confirm these disclosures by alternative means. Consequently, I was 
unable to determine whether any adjustment to the disclosure of prior-year adjustments in 
note 39 to the financial statements was necessary. 

Contingent liabilities 

15. I was unable to obtain sufficient appropriate audit evidence that management had properly 
accounted for contingencies due to the status of accounting records and the non-submission 
of information in support of these contingencies. I was unable to confirm these disclosures by 
alternative means. Consequently, I was unable to determine whether any adjustment was 
necessary to contingencies of R41 377 738 as disclosed in note 37 to the financial statements. 

Material uncertainty relating to going concern 

16. Note 41 to the financial statements indicates that the municipality experienced difficulties in 
settling its current liabilities as the current liabilities exceed the current assets by 

R371 673 628 and that the municipality incurred a deficit of R21 795 733. These conditions, 
along with other matters as set forth in note 41, indicate the existence of a material uncertainty 
that may cast significant doubt on the municipality’s ability to operate as a going concern. My 
opinion is not modified in respect of this matter. 

Emphasis of matters 

17. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Fruitless and wasteful expenditure 

18. As disclosed in note 44 to the financial statements, fruitless and wasteful expenditure of 
R2 397 200 was incurred in the year under review and fruitless and wasteful expenditure of 
R9 064 790 from previous years had not yet been dealt with in accordance with section 32 of 
the MFMA. 

Material losses 

19. As disclosed in note 46 to the financial statements, the municipality incurred material water 
losses of R12 446 698 (2017: R16 928 177). 
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Material impairment 

20. As disclosed in note 11 to the financial statements, the municipality incurred a material 
impairment loss of R83 440 312 on a short term investment with VBS mutual bank. 

Other matter 

21. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited disclosure notes 

22. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars 
of non-compliance with the MFMA. This disclosure requirement did not form part of the audit of 
the financial statements and accordingly I do not express an opinion thereon. 

Responsibilities of accounting officer for the financial statements 

23. The accounting officer is responsible for the preparation and fair presentation of the financial 
statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA standards of GRAP) and the requirements of the MFMA and the 
Division of Revenue Act of South Africa, 2016 (Act No. 3 of 2016) (DoRA) and for such internal 
control as the accounting officer determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

24. In preparing the financial statements, the accounting officer is responsible for assessing the 
municipality’s ability to continue as a going concern, disclosing, as applicable, matters relating 
to going concern and using the going concern basis of accounting unless the appropriate 
governance structure either intends to liquidate the municipality or to cease operations, or 
there is no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

25. My responsibility is to conduct an audit of the financial statements in accordance with 
International Standards on Auditing (ISAs) and to issue an auditor’s report. Plowever, because 
of the matters described in the basis for disclaimer of opinion section of my report, I was not 
able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on 
these financial statements. 

26. I am independent of the municipality in accordance with the International Ethics Standards 
Board for Accountants’ Code of ethics for professional accountants (IESBA code) together 
with the ethical requirements that are relevant to my audit of the financial statements. I have 
fulfilled my other ethical responsibilities in accordance with these requirements and the IESBA 
code. 


Report on the audit of the annual performance report 


Introduction and scope 

27. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
the general notice issued in terms thereof I have a responsibility to report material findings on 
the reported performance information against predetermined objectives for selected 
development priorities presented in the annual performance report. I performed procedures to 
identify findings but not to gather evidence to express assurance. 

28. My procedures address the reported performance information, which must be based on the 
approved performance planning documents of the municipality. I have not evaluated the 
completeness and appropriateness of the performance measures included in the planning 
documents. My procedures also did not extend to any disclosures or assertions relating to 
planned performance strategies and information in respect of future periods that may be 
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included as part of the reported performance information. Accordingly, my findings do not 
extend to these matters. 

29. I evaluated the usefulness and reliability of the reported performance information in 

accordance with the criteria developed from the performance management and reporting 
framework, as defined in the general notice, for the following selected development priorities 
presented in the annual performance report of the municipality for the year ended 30 June 
2018: 


Development priorities 

Pages in the annual 
performance report 

KPA 5 Basic service delivery and infrastructure investment 

X - X 


30. I performed procedures to determine whether the reported performance information was 
properly presented and whether performance was consistent with the approved performance 
planning documents. I performed further procedures to determine whether the indicators and 
related targets were measurable and relevant, and assessed the reliability of the reported 
performance information to determine whether it was valid, accurate and complete. 

31. The material findings in respect of the usefulness and reliability of the selected development 
priority are as follows: 

KPA 5 Basic service delivery and infrastructure investment 

Various indicators: Reported achievements not supported by sufficient audit evidence 

32. I was unable to obtain sufficient appropriate audit evidence for the reported achievements of 
the indicators listed below. This was due to limitations placed on the scope of my work. I was 
unable to confirm the reported achievements by alternative means. Consequently, I was 
unable to determine whether any adjustments were required to the reported achievements. 


Indicator 

Reported achievement 

Number of illegal dumping spots cleaned 

66 

Number of new boreholes constructed 

11 

Number of funerals in rural wards provided with free basic water 

1 517 


Various indicators: Reported achievements did not agree with evidence provided and not 
supported by sufficient appropriate evidence 

33. The municipality did not have an adequate performance management system to maintain 
records that enable reliable reporting on achievement of targets for the following indicators. 
Sufficient audit evidence could not be provided in some instances while in other cases the 
supporting evidence provided did not agree to the reported achievement. I was unable to 
confirm the reported achievements by alternative means. Consequently, I was unable to 
determine whether any adjustments were required to the reported achievements. 


Indicator 

Reported achievement 

Audited value 

Number of water metres replaced 

1 618 water metres 
replaced 

2 217 water metres replaced 

Number of boreholes maintained 

79 boreholes maintained 

158 boreholes maintained 

213 indigent households with 
access to free basic water by 30 
June 2018 

3 282 indigent households 
with access to free basic 
water 

2 431 indigent households 
with access to free basic 

water 

213 indigent households with 
access to free basic sanitation by 

3 282 indigent households 
with access to free basic 

1 824 indigent households 
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30 June 2018 

sanitation 

with access to free basic 



sanitation 


Various indicators: Reported achievements did not agree with evidence provided 

34. The reported achievement for the following indicators were misstated as the evidence 
provided did not agree with the reported achievement: 


Indicator 

Reported 

achievement 

Audited value 

Number of kilometres of tar road constructed in 
Ward 30 (Multiyear project 2015-16 & 2017-18) 

1,3 kilometres 

0 kilometres 

Number of kilometres of surfaced roads patched 
and resealed 

10,61509 kilometres 

12,65 kilometres 


Number of new households with basic electricity connections from Eskom 

35. The target was approved in the service delivery and budget implementation plan as number of 
Infills (428) and households (1 706) with basic electricity connections. However, the target 
achievement was inconsistently reported in the annual performance report as 2 191 
households with basic electricity connections, without the split of number infills and household 
electricity connections. 

Other matters 

36. I draw attention to the matters below. 

Achievement of planned targets 

37. Refer to the annual performance report on pages xx to xx for information on the achievement 
of planned targets for the year. This information should be considered in the context of the 
material findings on the usefulness and reliability of the reported performance information in 
paragraphs 32 to 35 of this report. 

Adjustment of material misstatements 

38. I identified material misstatements in the annual performance report submitted for auditing. 
These material misstatements were on the reported performance information from the 
development priority for KPA 5 Basic service delivery and infrastructure investment. As 
management subsequently corrected only some of the misstatements, I reported material 
findings on the usefulness and reliability of the reported performance information. Those that 
were not corrected are reported above. 


Report on the audit of compliance with legislation 


Introduction and scope 

39. In accordance with the PAA and the general notice issued in terms thereof I have a 
responsibility to report material findings on the compliance of the municipality with specific 
matters in key legislation. I performed procedures to identify findings but not to gather 
evidence to express assurance. 

40. The material findings on compliance with specific matters in key legislation are as follows: 

Annual financial statements and annual report 

41. The financial statements submitted for auditing were not in all material respects prepared in 
accordance with the requirements of section 122(1) of the MFMA. Material misstatements of 
non-current assets, current assets, liabilities, revenue, expenditure and disclosure items 
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identified by the auditors in the submitted financial statements were subsequently corrected 
but the uncorrected material misstatements and supporting records that could not be provided 
resulted in the financial statements receiving a disclaimer of audit opinion. 

42. The oversight report adopted by the council on the 2016-17 annual report was not made 
public, as required by section 129(3) of the MFMA. 

Expenditure management 

43. Money owed by the municipality was not always paid within 30 days, as required by section 
65(2)(e) of the MFMA. 

44. An adequate management, accounting and information system which recognised expenditure 
when it was incurred and accounted for creditors and payments made was not in place as 
required by section 65(2)(b) of the MFMA. 

45. Reasonable steps were not taken to prevent irregular expenditure, as required by section 
62(1 )(d) of the MFMA. The expenditure disclosed does not reflect the full extent of the irregular 
expenditure incurred as indicated in the basis for qualification paragraph. The majority of the 
disclosed irregular expenditure was caused by not following a competitive bidding process as 
required by SCM regulation 19(a). 

46. Reasonable steps were not taken to prevent fruitless and wasteful expenditure of R424 536, 
as disclosed in note 44 to the financial statements, in contravention of section 62(1 )(d) of the 
MFMA. The majority of the disclosed fruitless and wasteful expenditure was caused by interest 
and penalties on late payments to suppliers. 

47. I was unable to obtain sufficient appropriate audit evidence that reasonable steps were taken 
to prevent unauthorised expenditure, as required by section 62(1 )(d) of the MFMA. The full 
extent of the unauthorised expenditure could not be quantified as indicated in the basis for 
qualification paragraph. 

Revenue management 

48. An adequate management, accounting and information system which accounts for revenue 
and debtors was not in place, as required by section 64(2)(e) of the MFMA. 

49. An effective system of internal control for debtors and revenue was not in place, as required by 
section 64(2)(f) of the MFMA. 

50. Revenue due to the municipality was not calculated on a monthly basis, as required by section 
64(2)(b) of the MFMA. 

Asset management 

51. An adequate management, accounting and information system which accounts for assets was 
not in place, as required by section 63(2)(a) of the MFMA. 

52. An effective system of internal control for assets was not in place, as required by section 
63(2)(c) of the MFMA. 

53. All investments were not made in accordance with the requirements of the investment policy, 
as required by regulation 3(3) of the Municipal Investment Regulations. 

54. Funds were invested at VBS Mutual Bank, in contravention of regulation 6 of the Municipal 
Investment Regulations. 

Liability management 

55. An adequate management, accounting and information system which accounts for liabilities 
was not in place, as required by section 63(2)(a) of the MFMA. 

56. An effective system of internal control for liabilities was not in place, as required by section 
63(2)(c) of the MFMA. 
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Consequence management 

57. Unauthorised, irregular and fruitless and wasteful expenditure incurred by the municipality was 
not investigated to determine if any person is liable for the expenditure, as required by section 
32(2)(a) and (b) of the MFMA. 

Human resource management 

58. Appropriate systems and procedures to monitor, measure and evaluate performance of staff 
were not developed and adopted, as required by section 67(1 )(d) of the Municipal Systems Act 
of South Africa, 2000 (Act No. 32 of 2000) (MSA). 

Procurement and contract management 

59. Some of the goods and services with a transaction value of below R200 000 were procured 
without obtaining the required price quotations, in contravention of SCM regulation 17(a) and 
(c). Similar non-compliance was also reported in the prior year. 

60. Some of the quotations were accepted from bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the state, as 
required by SCM regulation 13(c). 

61. Awards were made to providers who were in the service of other state institutions, in 
contravention of section 112(j) of the MFMA and SCM regulation 44. Similar awards were 
identified in the previous year and no effective steps were taken to prevent or combat the 
abuse of the SCM process, as required by SCM regulation 38(1). 

62. Some of the quotations were accepted from bidders whose tax matters had not been declared 
by the South African Revenue Service to be in order, in contravention of SCM regulation 43. 

63. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids, as required by SCM regulation 19(a). Similar non-compliance was also 
reported in the prior year. 

64. The preference point system was not applied in the procurement of goods and services above 
R30 000 as required by section 2(a) of the Preferential Procurement Policy Framework Act. 
Similar non-compliance was also reported in the prior year. 

65. Sufficient appropriate audit evidence could not be obtained that contracts were awarded to 
bidders through a competitive bidding processes that were adjudicated by the bid adjudication 
as required by SCM regulations 21(b) and 28(1 )(a) and the Preferential Procurement 
Regulations. 

66. Sufficient appropriate audit evidence could not be obtained that invitations for competitive 
bidding were advertised for a required minimum period of days, as required by SCM regulation 
22(1) and 22(2). 


Other information 


67. The accounting officer is responsible for the other information. The other information 
comprises the information included in the annual report which include, the audit committee’s 
report. The other information does not include the financial statements, the auditor’s report 
thereon and those selected development priorities presented in the annual performance report 
that have been specifically reported on in the auditor’s report. 

68. My opinion on the financial statements and findings on the reported performance information 
and compliance with legislation do not cover the other information and I do not express an 
audit opinion or any form of assurance conclusion thereon. 

69. In connection with my audit, my responsibility is to read the other information and, in doing so, 
consider whether the other information is materially inconsistent with the financial statements 
and the selected development priorities presented in the annual performance report, or my 
knowledge obtained in the audit, or otherwise appears to be materially misstated. 
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70. As a result of the disclaimer of opinion expressed on the financial statements, I do not 

conclude on material inconsistency of the other information relating to the financial statements. 
I did not receive the other information prior to the date of this auditor’s report. After I receive 
and read this information, and if I conclude that there is a material misstatement, I am required 
to communicate the matter to those charged with governance and request that the other 
information be corrected. If the other information is not corrected, I may have to retract this 
auditor’s report and re-issue an amended report as appropriate. However, if it is corrected this 
will not be necessary. 


Internal control deficiencies 


71. I considered internal control relevant to my audit of the financial statements, reported 

performance information and compliance with applicable legislation; however, my objective 
was not to express any form of assurance thereon. The matters reported below are limited to 
the significant internal control deficiencies that resulted in the basis for disclaimer of opinion, 
the findings on the annual performance report and the findings on compliance with legislation 
included in this report. 

• Leadership did not provide adequate oversight and monitoring of the control environment, 
financial performance, implementation of consequence management over recurring SCM 
transgressions and the implementation of post audit action plan. This resulted in the weak 
financial viability and recurrence of material findings over financial and performance 
information and compliance with laws and regulations. 

• The accounting officer did not ensure that adequate monitoring controls were implemented 
to ensure that reliable financial and performance reports were collated throughout the year 
as part of his periodic reporting responsibilities. Regular, accurate and complete financial 
reports that are supported and evidenced by reliable information were not properly 
prepared. Furthermore, management did not adequately review and monitor compliance 
with applicable legislation. The municipality did not have the requisite skills and capacity 
required to implement the policies and procedures and are reliant on consultants to prepare 
financial statements. The information technology unit was not fully functional during the 
period. 

• The risks identified during the risk assessment process relating to financial and 
performance reporting and compliance with legislation were not adequately monitored. 
Internal audit plan did not cover all significant risk areas of the municipality and the plan 
was not fully implemented. The audit committee did not effectively monitor post audit action 
plan and the implementation of the internal audit plan to address the previous year’s audit 
findings, resulting in weaknesses in the internal control environment. 


Other reports 


72. I draw attention to the following engagements conducted by various parties that had, or could 
have, an impact on the matters reported in the municipality’s financial statements, reported 
performance information, compliance with applicable legislation and other related matters. 
These reports did not form part of my opinion on the financial statements or my findings on the 
reported performance information or compliance with legislation. 

Investigations 

73. An investigation undertaken by the Hawks was prompted by the previous municipal manager 
on the alleged irregular sale of property to an external party without following the correct 
disposal processes. The investigation was still in progress at the reporting date. 

74. Municipal council instigated investigation by an independent law firm, into the alleged financial 
misconduct, maladministration, fraud and corruption against the suspended municipal 
manager. The investigation was still in progress at the reporting date. 



9 





Rustenburg 

30 November 2018 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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